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MANAGEMENT’S DISCUSSION AND ANALYSIS 
 
This discussion and analysis of the City of Clare’s financial performance provides an overview 
of the City financial activities for the fiscal year that ended on June 30, 2004. Please read it in 
conjunction with the financial statements following this section. 
 
This is the first year that the City has presented this element of the financial statements. The 
intent is to provide a quick summary of salient points and highlights so that readers can gain an 
appreciation of the City as a complex financial organization providing valuable services to the 
residents of Clare. The City continues to evolve in response to citizen desires, economic 
conditions, and decisions of the elected and appointed officials charged with governing the 
community. 
 
The Management’s Discussion and Analysis section in future years will likely be more detailed 
and comprehensive as the City’s administrative staff becomes more accustomed to this analysis 
tool and is able to identify trends in the data. The report presents information on Governmental 
Activities and Business Type Activities. The Governmental Activities include the basic 
operations at city hall, public works, library, parks and recreation, public safety, community 
development and related debt service and capital outlay. Business Type Activities are the 
utilities of the City: water and wastewater. 
 
Financial Highlights 
 

• The City’s combined net assets increased $165,248 in 2004 to an ending balance of 
$12,590,544. 

 
• The City’s governmental activities net assets remained relatively unchanged with a net 

increase of $31,888 to $8,196,295. 
 

• The business-type activities net assets increased $133,360 to $4,394,249 from positive 
operations and capital contributions. 

 
• Construction of a new Public Safety Building was commenced in April 2004 and is 

scheduled to be completed in October 2004.  The total value of this new capital asset 
will be reflected in the financial reports of the City ending on June 30, 2005. 

 
• The City’s undesignated General Fund Balance increased to $796,936, which is 44% of 

General Fund expenditures. 
 
• The Sewer Fund’s net assets increased $130,407 to $3,211,495; the Water Fund’s net 

assets increased $2,953 to $1,182,754. 
 
• The City’s total debt outstanding (excluding component units) increased $7,611 to 

$3,793,801. 
 
•  At the close of the fiscal year ending on June 30, 2004, the City’s unrestricted net 

assets in its governmental activities was $1,471,870. 
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Overview of the Financial Statements 
 
This annual report consists of these elements:  management’s discussion and analysis (this 
section); basic financial statements; and required supplementary information.   
 
The basic financial statements include two kinds of statements that present different views of 
the City. The first two statements are government-wide financial statements that provide both 
long and short-term information about the City’s overall financial status. The remaining 
statements are fund financial statements that focus on individual parts of the City government 
and report the City’s operation in more detail than the government-wide statements.   
 
Government-wide Statements
 
Government-wide statements report information about the City as a whole using accounting 
methods similar to those used by private sector companies. The statement of net assets includes 
all government assets and liabilities. All of the current year’s revenues and expenses are 
accounted for in the statement of activities regardless of when the cash is received or paid. 
 
The two government-wide statements report the City’s net assets and how they have changed. 
Net assets — the difference between the City’s assets and liabilities — is one way to measure 
the City’s financial health or position. 
 
Over time, increases or decreases in the City’s net assets are an indicator whether its financial 
health is improving or deteriorating, respectively. This section will become more significant in 
future years with data trends from multiple accounting periods. 
 
To assess the overall health of the City one also needs to consider additional non-financial 
factors such as changes in the City property tax base, the economy, and the rate of growth. 
 
The government-wide financial statements of the City are divided into two categories: 
 

Governmental activities — The City’s basic services are included here, such as police, fire, 
public works, parks, community development, solid waste, property assessment, finance and 
administration. Property taxes and state revenue sharing finance most of these activities. Fees 
for programs, licenses, and permits are also a source of revenue. 

 
Business-type activities — The City of Clare charges user fees to cover the cost of providing 
water services and to finance the operations of the wastewater utility operated by the City. 

 
Fund Financial Statements
 
The fund financial statements provide detailed information about the City’s significant funds. 
Funds are accounting devices that the City uses to keep track of specific sources of funding and 
spending for particular purposes. 
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The City has three kinds of funds: 
 

Governmental funds — Most of the City’s basic services are included in governmental funds 
that focus on (1) how cash, and other financial assets that can be readily converted to cash, 
flow in and out, and (2) the balances left at year-end that are available for spending. 
Consequently, governmental funds statements tell how general government services like 
public safety and public works are financed in the short term as well as what future spending 
remains. Because this information does not encompass the additional long-term focus of 
government-wide statements, additional information is provided at the bottom of the 
governmental funds statement explaining the differences between them. 

 
Propriety funds — Services for which the City charges users and other types of fees are 
reported in propriety funds. These include sewer, water, electricity and communication 
utilities. Propriety fund statements offer short and long-term financial information about 
activities that the City operates like a business. 

 
Fiduciary funds — The City is a trustee, or fiduciary, for the collection of all property taxes 
with the City and for all taxing districts, including the local K-12 school district, the 
intermediate school district, a community college, two counties, and the State of Michigan. 
All the City’s fiduciary activities are reported in a separate statement of fiduciary net assets. 
These activities are excluded from the City’s government-wide financial statements because 
these assets cannot be used to finance operations. 

 
Financial Analysis of the City as a Whole 
 
Net Assets — The City’s combined net assets increased by $165,248 or about 1.3% in the 
reporting period ending June 30, 2004. This table describes the net assets of the City.  Page 9 of 
the financial statements provides more detail. 
 
  Governmental 

Activities 
 Business-Type 

Activities 
  

Total 
Assets: 
  Current assets 
  Capital assets 

 
$        2,349,405

6,894,326

 
$    1,565,180 

6,574,191 

 
$      3,914,585

13,468,517
    Total assets  9,243,731 8,139,371  17,383,102
Liabilities: 
  Current liabilities 
  Long-term liabilities 

 
367,411
680,025

 
442,816 

3,302,306 

 
810,227

3,982,331
    Total liabilities  1,047,436 3,745,122  4,792,558
Net Assets: 
  Invested in capital assets, net 
    of related debt 
  Restricted 
  Unrestricted 

 

6,325,525
398,900

1,471,870

 
 

3,349,191 
25,000 

1,020,058 

 

9,674,716
423,900

2,491,928
    Total net assets  $        8,196,295 $     4,394,249  $   12,590,544
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Changes in Net Assets 
 
The City’s 2003/2004 revenues total $4,209,648 and expenses total $4,044,400 resulting in an 
increase of net assets of $165,248. The following table shows the changes of net assets for the 
year ending June 30, 2004.  Page 10 of the financial statements provides more detail. 
 
 

  Governmental 
Activities 

 Business-Type 
Activities 

  
Total 

Program revenues: 
 Charges for services 
 Operating grants and contributions 
 Capital grants and contributions 

 
$           405,926

444,319
87,210

 
$     1,337,856 

- 
- 

 
$       1,743,782

444,319
87,210

General revenues: 
 Property taxes and related fees 
 State aid 
 Other 

 
1,245,684

374,879
145,911

 
- 
- 
167,863 

 
1,245,684

374,879
313,774

    Total revenues  2,703,929 1,505,719  4,209,648
Expenses: 
 General government 
 Public safety 
 Public works 
 Community development 
 Recreation and culture 
 Sewer 
 Water 

 
597,601
852,172
869,130
20,525

332,613
- 
- 

 
- 
- 
- 
- 
- 
839,613 
532,746 

 
597,601
852,172
869,130
20,525

332,613
839,613
532,746

    Total expenses  2,672,041      1,372,359    4,044,400
Increase in net assets 
Net assets – beginning 

 31,888
8,164,467

133,360 
4,260,889 

 165,248
12,425,296

Net assets - ending  $        8,196,295 $     4,394,249  $    12,590,544
       
 
Governmental Activities  
 
Revenues for the City’s governmental activities total $2,703,929. Loss in state revenue sharing 
was offset by a slight growth in the City’s tax base and increased fees charged for respective 
fund services.  
 
City management took the following steps to stabilize or lower expenses to help offset the 
continued slow decline in revenues: 

• Reduced the use of part-time police officers, thereby decreasing wages of the City’s 
Police Department. 

• Deferred planned capital improvements to City Hall. 
• Consolidated and streamlined the purchase of expendable supplies. 
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Proprietary Funds 
 
Revenues from the City’s business-type activities decreased $46,598 or 3.1%, while expenses 
increased $72,700 or 5.6%. 
 
Financial Analysis of the City’s Funds 
 
As the City completed its fiscal year, its governmental funds reported a combined fund balance 
of $1,494,288.  This represents a $59,752 fund balance decrease from the last fiscal year.  Fund 
balances decreased in the Major and Local Street and Fire Department Funds, and increased in 
the General Fund and collectively in all other non-major funds. 
 
General Fund Budgetary Highlights 
 
A detailed General Fund budget is adopted by the City Council on an annual basis following a 
scheduled series of publicly held budget workshops and appropriately noticed public hearings. 
A number of budget amendments were made throughout the year to adjust or compensate for 
unanticipated operational and emergency-type costs and to transfer monies from one fund to 
another. 
 
The City’s ending General Fund balance increased $28,530 to $836,396.   

  
Capital Assets 
 
The City had net investments of $13,468,517 in capital assets at the end of this fiscal reporting 
period.  These assets include municipally-owned buildings and land, public safety equipment 
(police and firefighting equipment and vehicles), recreational facilities, and water and sewer 
infrastructure (water towers, pump stations, underground distribution and collection systems, 
etc.).  These assets will increase significantly in the next annual reporting period when the City 
completes its inventory of all public roads and sidewalks and includes these chattels in its 
totals.  
 
Long Term Debt 
 
At year end, the City (excluding its component units) had $3,793,801 in outstanding bonds and 
notes.  This amount is a $7,611 increase from the previous fiscal year. Bond indebtedness is the 
result of bonds sold to finance various public improvement projects over the years, to include 
the construction of wastewater treatment facility, expansion of the existing sanitary sewer and 
water distribution systems, and construction of streetscape projects in the City’s downtown 
area.  
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Economic Factors and Next Year’s Budget 
 
Economic Factors 
 

• State revenue sharing has continued its downward spiral and is expected to decline 
again in at least the near term – more succinctly, until the state government resolves its 
budget deficit woes.  One should anticipate that local governmental units will continue 
bearing a significant portion of the burden of these budget deficits; therefore the City 
must either find the means to reduce the cost of its services, reduce the level of services 
currently being provided, or find local means to increase its revenues (increase its tax 
base).  

 
• A number of local industrial firms have either made or plan to make significant 

investments in their respective businesses – most notably, a $2M investment by JD 
Metalworks and a similar investment by Stageright, Incorporated.  However, the City’s 
primary industrial park is near its maximum capacity and additional property must be 
purchased to continue the City’s future industrial development.  

 
• With the exception of the construction of two new apartment buildings in the City, the 

local housing market has remained stagnant and only a handful of new housing starts 
were realized in the City this budget year.  Barring any significant shift in demography 
or the economy, this trend is expected to continue. 

 
• The cost of employee health care is expected to continue to escalate. 
    

2004/2005 Budget 
 
The City adopted its 2004/2005 budget on July 1, 2004.  With the exception of increased 
capital outlay in the airport budget for renovation of its existing Runway 08/26 and completion 
of the City’s new Public Safety Building, approved appropriations were commensurate with 
those of the City’s 2003/2004 adopted budget.  As a general rule, only consumer price index 
and labor contract mandated increases were made in the new budget. 
 
CONTACTING THE CITY’S FINANCIAL MANAGEMENT TEAM 
 
This financial report is designed to provide our citizens, taxpayers, customers, investors and 
creditors with a general overview of the City’s finances. It is intended to demonstrate the City’s 
accountability for the money it receives. If you have any questions about this report or need 
additional information, please contact either City Manager, Ken Hibl or City Clerk, Christine 
Burns. 

City of Clare 
202 West Fifth Street 

Clare, Michigan 48617 
Telephone: (989) 386-7541 

Fax:  (989) 386-4508 
Email: khibl@cityofclare.org 
Website: www.cityofclare.org 
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NOTE 1.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
 

The accounting policies of the City conform to accounting principles generally accepted in 
the United States of America (GAAP) as applicable to governmental units.  The following is 
a summary of the significant accounting policies used by the City: 

  
 A.  Reporting Entity 
 

The City of Clare (the “City”) is governed by an elected five-member commission.  The 
City provides services to its various residents in many areas, including law enforcement, 
health and sanitation, community enrichment and development and human services.  As 
required by GAAP, these financial statements present the City and its component units.  In 
evaluating how to define the City for financial reporting purposes, management has 
considered all potential component units.  The decision to include a potential component 
unit in the reporting entity was made by applying the criteria set forth in Governmental 
Accounting Standards Board (GASB) Statement No. 14, “The Financial Reporting Entity.” 

 
The individual component unit discussed below is included in the City’s reporting entity 
because of the significance of its operational or financial relationships with the City. 

 
Discretely Presented Component Units 
 
The following component unit is reported within the “component unit” column in the 
combined financial statements.  The discretely presented component unit is an entity that is 
legally seperate from the City, but for which the City is financially accountable, or its 
relationship with the City is such that exclusion would cause the City’s financial statements 
to be misleading or incomplete. 
 
Local Development Finance Authority (LDFA) - The LDFA was created to help finance 
local industrial development projects.  The Authority’s governing body, which consists of 9 
members, is selected by the City Commission.  In addition, the Authority’s budget is subject 
to approval by the City Commission.  The LDFA does not issue separate financial 
statements. 

 
Downtown Development Authority (DDA) - The DDA was created to correct and prevent 
deterioration in the downtown district, encourage historical preservation, and to promote 
economic growth within the downtown district.  The Authority’s governing body, which 
consists of 12 members, is selected by the City Commission.  The City Commission 
approves the annual budget of the DDA.  The DDA does not issue separate financial 
statements. 
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NOTE 1.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 

Library – The Garfield Memorial Library is a city library established by the City Charter and 
governed by Public Act 164.  The Library’s governing body, which consists of 5 members, 
is selected by the Mayor and each member serves a five-year term.  In addition, the 
Library’s budget is subject to approval by the City Commission.  The Library does not issue 
separate financial statements. 
 
Complete financial information of the individual component units can be obtained from their 
respective administrative offices or from the City Clerk. 

  
B.  Government-Wide and Fund Financial Statements 

 
The government-wide financial statements (i.e., the statement of net assets and the statement 
of activities) report information on all of the non-fiduciary activities of the government and 
its component unit.  For the most part, the effect of interfund activity has been removed 
from these statements.  Governmental activities, normally supported by taxes and 
intergovernmental revenues, are reported separately from business-type activities which rely 
to a significant extent on fees and charges for support.  Likewise, the primary government is 
reported separately from certain legally separate component units for which the primary 
government is financially accountable. 

 
The statement of activities demonstrates the degree to which the direct expenses of a given 
function or segment is offset by program revenues.  Direct expenses are those that are 
clearly identifiable with a specific function or segment.  Program revenues include: (1) 
charges to customers or applicants who purchase, use, or directly benefit from goods, 
services, or privileges provided by a given function or segment; and (2) grants and 
contributions that are restricted to meeting the operational or capital requirements of a 
particular function or segment.  Taxes and other items not properly included among program 
revenues are reported instead as general revenue. 

 
Separate financial statements are provided for governmental funds, proprietary funds and 
fiduciary funds, even though the latter are excluded from the government-wide financial 
statements.  Major individual governmental funds and major individual enterprise funds are 
reported as separate columns in the fund financial statements. 
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NOTE 1.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
 C.  Measurement Focus, Basis of Accounting and Financial Statement Presentation 
 

The government-wide financial statements are reported using the economic resources 
measurement focus and the accrual basis of accounting, as are the proprietary fund and the 
fiduciary fund financial statements.  Revenue is recorded when earned and expenses are 
recorded when a liability is incurred, regardless of the timing of related cash flows.  Property 
taxes are recognized as revenue in the year for which they are levied.  Grants and similar 
items are recognized as revenue as soon as all eligibility requirements imposed by the 
provider have been met. 
 
Governmental fund financial statements are reported using the current financial resources 
measurement focus and the modified accrual basis of accounting.  Revenue is recognized as 
soon as it is both measurable and available.  Revenue is considered to be available if it is 
collected within the current period or soon enough thereafter to pay liabilities of the current 
period.  For this purpose, the government considers revenues to be available if they are 
collected within 60 days of the end of the current fiscal period.  Expenditures generally are 
recorded when a liability is incurred, as under accrual accounting.  However, debt service 
expenditures, expenditures relating to compensated absences, and claims and judgements are 
recorded only when payment is due. 

 
Revenues are recognized in the accounting period in which they become susceptible to 
accrual–that is, when they become both measurable and available to finance expenditures of 
the fiscal period.  Revenue susceptible to accrual include: property taxes, state revenue 
sharing, reimbursement type grants, charges for services, and interest income. 

 
The City property tax is levied each December 1st on the taxable valuation of property (as 
defined by State statutes) located in the City as of the preceding December 31st. 

 
The 2003 taxable valuation of the City totaled $72.3 million ($3.5 million of which relates to 
an Industrial Facilities Tax designation), on which ad valorem taxes levied consisted of 
17.75 mills for City operating purpose, 0.9491 mills for the City Library, 0.7317 mills for 
streets, 0.2438 for sidewalks, and 0.7357 for parks.  These amounts are recognized in the 
General Fund, City Library (Component Unit), Local Street, and Sidewalk Replacement 
Fund as property taxes and related fees. 

 
The government reports the following major funds: 

 
The General Fund is the government’s primary operating fund.  It accounts for all 
financial resources of the general government, except those required to be accounted for 
in another fund. 
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NOTE 1.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
  

The Major Street Fund accounts for the receipt and expenditures of State motor fuel 
taxes which are earmarked by law for major street and highway purposes. 
 
The Local Street Fund is used to account for the receipt and expenditure of State motor 
fuel taxes which are earmarked by law for local street and highway purposes. 

  
The Fire Department Fund is used to account for the activities related for fire protection 
for the City and neighboring communities. 

 
 The government reports the following major proprietary funds: 
 

The Sewer Fund is used to record the revenues and expenses for the operation of the 
sewer system.  Capital assets are recorded within the fund and depreciation is charged. 

 
The Water Fund is used to record the revenues and expenses for the operation of the 
water system.  Capital assets are recorded within the fund and depreciation is charged. 

 
 Additionally, the government reports the following fund types: 
 

The Data Processing Fund is an internal service fund, which accounts for the operation 
of the data processing function within the City.  Money for the operation of this fund is 
supplied from reimbursements from user departments. 

 
The Mobile Equipment Fund is an internal service fund, which accounts for major 
machinery and equipment purchases and maintenance to provide services to other 
departments of the City on a cost reimbursement basis. 

 
The Current Tax Collection Fund is used to account for resources held by the City in a 
purely custodial capacity.  Money in this fund is from current tax and special 
assessment collections.  Timely distribution to the appropriate fund and local unit must 
be made in accordance with Section 43 of the General Property Tax Act. 

 
Private-sector standards of accounting issued prior to December 1, 1989, are generally 
followed in government-wide and proprietary fund financial statements to the extent that 
those standards do not conflict with the standards of the Governmental Accounting 
Standards Board.  The government has elected to also follow private-sector standards issued 
after November 30, 1989 for its business-type activities. 
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NOTE 1.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)  
 
Amounts reported as program revenue include: (1) charges to customers or applicants for 
goods, services or privileges provided; (2) operating grants and contributions; and (3) capital 
grants and contributions, including special assessments.  Internally dedicated resources are 
reported as general revenue rather than as program revenue.  Likewise, general revenue 
includes all taxes. 

 
Proprietary funds distinguish operating revenue and expenses from nonoperating items.  
Operating revenue and expenses generally result from providing services and producing and 
delivering goods in connection with a proprietary fund’s principal ongoing operations.  The 
principal operating revenue of the City’s proprietary funds relate to charges to customers for 
sales and services.  The sewer and water fund also recognizes the portion of tap fees 
intended to recover current costs as operating revenue.  The portion intended to recover the 
cost of the infrastructure is recognized as nonoperating revenue.  Operating expenses for 
proprietary funds include the cost of sales and services, administrative expenses, and 
depreciation on capital assets.  All revenue and expenses not meeting this definition are 
reported as nonoperating revenue and expenses. 

 
 D.  Assets, Liabilities, and Net Assets 
 

Bank Deposits and Investments–Cash and cash equivalents are considered to be cash on 
hand, demand deposits, and short-term investments with a maturity of three months or less 
when acquired.  Investments are stated at fair value. 

  
Receivables and Payables–In general, outstanding balances between funds are reported as 
“due to/from other funds”.  Activity between funds that is representative of 
lending/borrowing arrangements outstanding at the end of the fiscal year is referred to as 
“advances to/from other funds”.   

 
All trade and property tax receivables are shown net of allowance for uncollectible amounts.  
Property taxes are levied on each December 1st on the taxable valuation of property as of the 
preceding December 31st.  Taxes are considered delinquent on March 1st of the following 
year, at which time penalties and interest are assessed. 

 
Inventories and Prepaid Items–Inventories are valued at cost, on a first-in, first-out basis.  
Inventories of governmental funds are recorded as expenditures when consumed rather than 
when purchased.  Certain payments to vendors reflect cost applicable to future years and are 
recorded as prepaid items in the government-wide and fund statements. 
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NOTE 1.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 

Restricted Assets–The revenue bonds of the enterprise funds require amounts to be set aside 
for construction, debt service principal and interest, operations and maintenance, and a bond 
reserve.  These amounts have been classified as restricted assets. 

 
Capital Assets–Capital assets, which include property, plant, equipment and infrastructure 
assets are reported in the applicable governmental or business-type activities column in the 
government-wide financial statements.  Capital assets are defined by the government as 
assets with an initial individual cost of more than $500 and an estimated useful life in excess 
of one year.  Such assets are recorded at historical cost or estimated historical cost if 
purchased or constructed.  Donated capital assets are recorded at estimated fair market value 
at the date of donation. 

 
Interest incurred, if any, during the construction of capital assets of business-type activities 
is included in the capitalized value of the assets constructed. 

  
Property, plant and equipment is depreciated using the straight-line method over the 
following useful lives: 

    

Buildings and improvements 
Sewer and water systems 
Vehicles 
Equipment 

40 years 
50 years 
3 to 5 years 
7 to 10 years 

 
 
Deferred Revenue–Deferred revenue represent amounts that do not meet the availability 
criteria for recognition as revenue, such as grant monies received before the expenditure is 
incurred, and special assessments befor the assessment is received. 
 
Compensated Absences (Vacation and Sick Leave)–Vacation and sick leave benefits 
attributable to the City’s governmental funds are recorded as an expenditure and a current 
liability in the respective funds.  The amounts attributable to proprietary funds are charged 
to expense and a corresponding liability in the applicable fund is recorded.  Annual vacation 
and sick leave does not carryover; it must be used or it is lost. 
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NOTE 1.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 

Long-Term Obligations–In the government-wide financial statements long-term debt and 
other long-term obligations are reported as liabilities in the applicable governmental 
activities.  Bond premiums and discounts, as well as issuance costs, are deferred and 
amortized over the life of the bonds using the effective interest method.  Bonds payable are 
reported net of the applicable bond premium or discount.  Bond issuance costs are reported 
as deferred charges and amortized over the term of the related debt.  In the fund financial 
statements, governmental fund types recognize bond premiums and discounts, as well as 
bond issuance costs during the current period.  The face amount of debt issued is reported as 
other financing sources.  Premiums received on debt issuances are reported as other 
financing sources while discounts are reported as other financing uses.  Issuance costs are 
reported as debt service expenditures. 

 
Fund Equity–In the fund financial statements, governmental funds report reservations of 
fund balance for amounts that are not available for appropriation or are legally restricted by 
outside parties for use for a specific purpose.  Designations, if any, of fund balance represent 
tentative management plans that are subject to change. 
 
Encumbrances–Encumbrances are defined as commitments related to unperformed contracts 
for goods or services.  The City does not record encumbrances in the normal course of 
operating its accounting system and none are recorded in the accompanying financial 
statements. 
 
Use of Estimates-The preparation of financial statements in conformity with generally 
accepted accounting principles requires management to make estimates and assumptions 
that affect the reported amounts of assets and liabilities; disclosure of contingent assets and 
liabilities at the date of the financial statements; and the reported amounts of revenues and 
expenses during the period.  Actual results could differ from those estimated. 

    
NOTE 2.  STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY 
 

A.  Budgets and Budgetary Accounting 
 
The City follows these procedures in establishing the budgetary data reflected in the 
financial statements. 
 

• Annual budgets are legally adopted and formal budgetary integration is employed as 
a management control device during the year for the General Fund and Special 
Revenue Funds.  Annual Informational Budget Summaries are prepared for Debt 
Service Funds, Capital Project Funds, Enterprise Funds and Internal Service Funds. 
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NOTE 2.  STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY (Continued) 
 

• Budgets can be amended during the year by a majority vote of the City Commission.  
The activity level in the General Fund and the fund level in the Special Revenue 
Funds are the the legal level of control. 

 
• Budgets for the General Fund and Special Revenue Funds are prepared on a 

modified accrual basis.  Also, informational budgets for the Debt Service Funds and 
Capital Projects Funds are prepared on the modified accrual basis, while the 
Enterprise Fund and Internal Service Fund informational budgets are prepared using 
the accrual basis of accounting.  Both methods are consistent with generally accepted 
accounting principles (GAAP). 

 
• Budget appropriations lapse at year end. 

 
• The original budget was amended during the year in compliance with local and state 

laws.  The budget to actual expenditures in the financial statements represent the 
final budgeted expenditures as amended by the City. 

 
B. Excess of Expenditures Over Appropriations for Budgetary Funds 

 
The General Fund had expenditures exceeding budgeted appropriations at the activity level, 
which is the City’s legal level of budgetary control for the year ended June 30, 2004.  
   
  Budget  Actual  Variance 
GENERAL GOVERNMENT 
    City Commission 
    Building Inspection and 
      Regulation Activities 

 
$       35,000

25,841

 
$      52,129 

 
33,447 

 
$    (17,129)

(7,606)
 

NOTE 3.  DEPOSITS AND INVESTMENTS  
  

Michigan Compiled Laws, Section 129.91, authorizes the City to make deposits and invest 
in the accounts of federally insured banks, credit unions, and savings and loan associations 
which have an office in Michigan.  The City is allowed to invest in bonds, securities and 
other direct obligations of the United States or any agency or instrumentality of the United 
States; United States government or federal agency obligations; repurchase agreements; 
bankers acceptances of United States banks’ commercial paper rated within the two highest 
classifications which mature not more than 270 days after the date of purchase; obligations 
of the State of Michigan or its political subdivisions which are rated as investment grade; 
and mutual funds composed of investment vehicles which are legal for direct investment by 
local units of government. 
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NOTE 3.  DEPOSITS AND INVESTMENTS (Continued) 
  

The City Council has designated three banks for the deposit of City funds.  The investment 
policy adopted by the council in accordance with Public Act 196 of 1997 has authorized 
investment in bonds and securities of the United States government and bank accounts and 
certificates of deposit, but not the remainder of State statutory as listed above. 

 
 The City’s deposits and investment policy are in accordance with statutory authority. 
 

At year-end, the City’s deposits and investments were reported in the basic financial 
statements in the following categories:   

  
 

Governmental 
Activities  

 
Business-

Type 
Funds  

 
Fiduciary 

Funds 

 
Total 

Primary 
Government 

 
 

Component 
Units 

Cash and cash 
equivalents 

Restricted cash 

 
$    1,638,976 

-  

$    897,530 

25,000  

$   309,225 

- 

 
$  2,845,731 

25,000 

 
$   303,621 

- 

Total  $    1,638,976  $    922,530  $   309,225  $  2,870,731  $   303,621 

 
        The breakdown between deposits and investments is as follows: 

  

  Primary 
Government  

Component 
Units 

Bank Deposits (checking and savings, 
certificates of deposit) 
Bank repurchase agreements with Chemical 
  Bank and Trust Company 
Cash held by Isabella County 
Petty Cash and Cash on Hand 

 
$     600,454 

 
2,250,000 

19,927 
             350  

 
$     303,621 

 
- 
- 
- 

Total  $  2,870,731  $     303,621 
 

The bank balances of the primary government deposits is $843,164, of which $295,836 is 
covered by federal deposit insurance.  The component unit’s deposits had bank balances of 
$341,018 of which $289,446 is covered by federal deposit insurance.  The repurchase 
agreements are not insured by federal deposit insurance and the City’s interest in the 
underlying government security is not perfected. 
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NOTE 4.  CAPITAL ASSETS 
 
 Capital asset activity of the primary government for the current year was as follows: 
 

  
Governmental Activities  

Beginning 
Balance  

 
Increases  

 
Decreases  

Ending 
Balance 

Capital Assets Not Being Depreciated 
  Land 
  Construction in progress 

 
$   3,607,907 

-  
$     67,549 

429,629  
$      - 

-  
 $ 3,675,456 

429,629 

Capital Assets Being Depreciated 
  Land Improvements 
  Buildings and Improvements 
  Equipment 

  
814,176 

1,218,892 
2,612,319  

 
- 
38,191 

168,365  

 
- 
- 
-  

 
814,176 

1,257,083 
2,780,684 

Subtotal  4,645,387  206,556  -  4,851,943 

Less Accumulated Depreciation for 
  Land Improvements 
  Buildings and Improvements 
  Equipment 

  
14,235 

399,371 
1,368,305   

 
18,805 
66.573 

195,413  

 
- 
- 
-  

 
33,040 

465,944 
1,563,718 

Subtotal  1,781,911  280,791  -  2,062,702 

Net Capital Assets Being Depreciated  2,863,476  (74,235)  -  2,789,241 

Governmental Activities Capital Assets–
Net of Depreciation 

 
$    6,471,383  $   422,943 

 
 

 
$      -  $ 6,894,326 
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NOTE 4.  CAPITAL ASSETS (Continued) 
 

 
Business-Type Activities  

Beginning 
Balance  

 
Increases  

 
Decreases  

Ending 
Balance 

Capital Assets Not Being Depreciated 
  Land  

 
 $        53,389  

 
$        -  

 
$       -          

 
    $    53,389 

Capital Assets Being Depreciated 
  Land Improvements 
  Buildings and Improvements 
  Equipment 
  Infrastructure  

 
465,117 

3,657,715 
1,340,519 
6,211,965  

- 
- 

4,200 
126,070  

 
- 
- 
- 
-  

 
465,117 

3,657,715 
1,344,719 
6,338,035 

Subtotal  11,675,316  130,270  -  11,805,586 

Less Accumulated Depreciation for 
  Land Improvements 
  Buildings and Improvements 
  Equipment 
  Infrastructure  

 
340,236 

1,685,265 
858,072 

2,076,850  

 
9,490 

98,064 
50,617 

166,190  
 
-  

 
349,726 

1,783,329 
908,689 

2,243,040 

Subtotal  4,960,423  324,361  -  5,284,784 

Net Capital Assets Being Depreciated  6,714,893  (194,091)  -  6,520,802 

Business-Type Activities Capital 
Assets–Net of Depreciation  

 
$    6,768,282  

 
$   (194,091)  

 
$       -          

 
$   6,574,191 

 
Depreciation expense was charged to programs of the City as follows:  
 

Governmental Activities 
   General Government 
   Public Safety 
   Public Works 
   Recreation and Culture 
   Internal Service Funds 

  
$      68,126 

57,882 
14,736 
30,847 

109,200 
Total Governmental Activities  $    280,791 

 
 

Business-Type Activities 
    Sewer 
    Water 

  
$    261,397 

62,964 
Total Business-Type Activities  $    324,361 
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NOTE 5.  INTERFUND RECEIVABLES, PAYABLES, AND TRANSFERS 
 

The composition of interfund balances is as follows: 
 

 
Fund 

 Interfund 
Receivable 

 
Fund 

Interfund 
Payable 

 
General $      103,216

 
Sidewalks $          2,751

Local Streets 1,299
Capital 
Improvements 16,269

Sidewalks 432 Water 50,000
 Tax Collection 35,927
    Total $      104,947     Total $      104,947

 
 Interfund Transfers: 
   

 
Fund 

 Transfers 
Out 

 
Fund 

Transfers 
In 

 
General $        95,617

 
Local Street $      115,258

Major Street 75,479 Fire 63,589
Fire 7,200 Public Service 18,000
Fifth Street 18,551  
    Total $      196,847     Total $     196,847

 
NOTE 6.  LONG-TERM DEBT 
 

The government issues bonds to provide for the acquisition and construction of major capital 
facilities.  General obligation bonds are direct obligations and pledge the full faith and credit 
of the government.  County contractual agreements and installment purchase agreements are 
also general obligations of the government.  Special assessment bonds provide for capital 
improvements that benefit specific properties, and will be repaid from amounts levied 
against those properties that directly benefitted from the construction.  In the event that a 
deficiency exists because of unpaid or delinquent special assessments at the time a debt 
service payment is due, the government is obligated to provide resources to cover the 
deficiency until other resources (such as tax sale proceeds or a re-assessment of the district) 
are received.  Revenue bonds involve a pledge of specific income derived from the acquired 
or constructed assets to pay debt service. 
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NOTE 6.  LONG-TERM DEBT (Continued) 
 
 Bond and contractual agreements can be summarized as follows: 
 

  
Interest 

Rate  
Principal 
Matures 

Beginning 
Balance 

Additions 
(Reductions) 

Ending 
Balance  

Due Within
One Year 

Governmental Activities 
 Capital Lease 
 Capital Lease 
 Capital Lease 
 2004 General Obligation 
    Limited Tax Bonds 

 
6.82% 
6.80% 
6.60% 

 
4.50%  

2008 
2005 
2004 

 
2034  

$     166,515
23,459
27,216

- 

$       (37,645)
(13,157)
(27,216)

429,629

$       128,870
10,302

- 

429,629 

$        37,645
10,302

- 

12,000

$     217,190 $        351,611 $       568,801 $        59,947

 
Business-Type Activities 
 Sewer Revenue Bonds 
 2002 General Obligation 
    Limited Tax Bonds 
 Contract Payable 
 2000 General Obligation 
    Limited Tax Bonds 
 2000 General Obligation 
    Limited Tax Bonds 
 Contract Payable 

 
5.00% 

 
2.50 to 4.125% 
4.00 to 5.85% 

 
4.95 to 5.55% 

 
4.75 to 5.55% 
4.00 to 5.85%  

2030 
 

2010 
2021 

 
2018 

 
2015 
2021 

$     399,000

1,595,000
515,000

300,000

295,000
465,000

$         (4,000)

(250,000)
(25,000)

(20,000)

(25,000)
(20,000)

$       395,000

1,345,000
490,000

280,000

270,000
445,000

$          4,000

250,000
25,000

20,000

25,000
20,000

$  3,569,000 $      (344,000) $   3,225,000 $      344,000

 
Component Units 
 1990 DDA Bonds 
 1994 DDA Bond 
 1992 DDA Bonds 
 1998 Contract Payable 

 
6.10  to 7.45% 
4.55 to 5.95% 
5.25 to 6.40% 
4.05 to 5.10%  

2010 
2005 
2010 
2012 

$     130,000
20,000

220,000
510,000

$         (15,000)
(10,000)
(25,000)
(40,000)

$       115,000
10,000

195,000
470,000

$        15,000
10,000
25,000
45,000

$     880,000 $      (90,000) $       790,000 $        95,000

 
Scheduled principal maturities of long-term debt for years subsequent to June 30, 2004 are 
as follows: 

Year Ending 
June 30 

 Governmental 
Activities 

 Business-Type 
Activities 

 Component 
Units 

2005 
2006 
2007 
2008 
2009 

Thereafter 

 $         12,000 
13,000 
15,000 
15,000 
16,000 

358,629 

 $         344,000 
349,000 
349,000 
364,000 
368,000 

1,451,000 

 $          95,000 
100,000 

95,000 
100,000 
105,000 
295,000 

Total  $       429,629  $       3,225,000  $        790,000 
 

Interest and fiscal charges for the year totaled $144,362 for the primary governmental unit 
and $48,943 for the component units; no interest costs were capitalized. 
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NOTE 7.  CAPITAL LEASES 
 

The City has entered into lease agreements as lessee for financing the purchase of mobile 
equipment and a fire truck.  These lease agreements qualify as capital leases for accounting 
purposes and, therefore, have been recorded at the present value of the future minimum 
lease payments as of their inception date.  The future minimum lease obligations and the net 
present value is as follows: 

Year Ended June 30   
2005 
2006 
2007 
2008 
2009 

 $           47,947
37,645 
37,645 
37,645 
37,645 

Total Minimum Lease Payments 
Less: Amount Representing Interest 

 198,527 
59,355 

Present Value  $         139,172 
 
NOTE 8.  SEGMENT INFORMATION 
 

The City has issued bonds to finance sewer and water system improvements.  Summary 
financial information for the sewer and water departments are presented below: 

 
 Condensed Statement of Net Assets: 

  Sewer  Water 

Assets 
 Current Assets 
 Restricted Assets 
 Capital Assets 

 
$   1,051,714 

25,000 
5,273,994 

 
$       488,466 

- 
1,300,197 

Total Assets  6,350,708  1,788,663 

Liabilities 
 Current Liabilities 
 Noncurrent Liabilities 

 
683,213 

2,456,000 

 
180,909 
425,000 

Total Liabilities  3,139,213  605,909 

Net Assets 
 Invested in Capital Assets 
 Restricted 
 Unrestricted 

  
2,493,994 

25,000 
692,501 

  
855,197 
- 
327,557 

Total Net Assets  $    3,211,495  $  1,182,754 
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NOTE 8.  SEGMENT INFORMATION (Continued) 
 
 Condensed Statement of Revenue, Expenses, and Changes in Net Assets:  
 

  Sewer  Water 

Operating Revenues 
Depreciation Expense 
Other Operating Expenses 

 $      876,747 
261,396 
445,021 

 $       461,109 
62,964 

444,749 

Operating Income (Loss)  170,330  (46,604) 

Nonoperating Revenue (Expense) 
  Investment Earnings 
  Interest Expense 
  Other Income 

  
         5,269 

(133,196) 
88,004 

  
2,939 

(25,033) 
71,651 

Change in Net Assets 
Beginning Net Assets 

 130,407 
3,081,088 

 2,953 
1,179,801 

Total Net Assets $   3,211,495  $   1,182,754
 
 Condensed Statement of Cash Flows: 
 

  Sewer  Water 

Net Cash Provided by (Used in) 
  Operating Activities 
   Noncapital Financing Activities 
   Capital and Related Financing Activities 
   Investing Activities 

 
$      475,058 

17,932 
(513,444) 

4,394 

 
$           1,710

34,250 
(21,832) 

2,260 

Net Increase (Decrease) 
Beginning Cash and Cash Equivalents 

 (16,060) 
647,501 

 16,388 
274,701 

Ending Cash and Cash Equivalents  $      631,441  $      291,089 
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NOTE 9.  RISK MANAGEMENT 
 

The City is exposed to various risks of loss related to property loss, torts, errors and 
omissions and employee injuries (workers compensation), as well as medical benefits 
provided to employees.  The City participates in the Michigan Municipal League risk pool 
program, which operates as a common risk-sharing management program for local units of 
government in Michigan; member premiums are used to purchase commercial excess 
insurance coverage and to pay member claims in excess of deductible amounts. 

 
NOTE 10.  DEFERRED COMPENSATION PLAN 
 

The City offers all its employees a deferred compensation plan created in accordance with 
the Internal Revenue Code Section 457.  The asssets of the plans were held in trust as 
described in IRC Section 457(g) for the exclusive benefit of the participants and their 
beneficiaries.  The custodian thereof, for the exclusive benefit of the participants, holds the 
custodial account for the beneficiaries of this plan, and the assets may not be diverted to any 
other use.  The administrators are agents of the City for the purposes of providing direction 
to the custodian of the custodial account from time to time for the investment of the funds 
held in the account, transfer of assets to or from the account, and all other matters.  In 
accordance with the provisions of GASB Statement No. 32, plan balances and activities are 
not reflected in the City’s financial statements. 
 
A summary of the plan’s investment activity for the year ended June 30, 2004, follows: 
 

Balance – July 1, 2003 
Employee Contributions 
Current Withdrawals 
Interest and Market Gains 
Adjustments/Fees 

 $     203,461 
42,295 

(61,896) 
31,883 

- 
Balance – June 30, 2004  $     215,743 

 
NOTE 11.  EMPLOYEES’ RETIREMENT PLAN 
 

Plan Description--The City participates in the Michigan Municipal Employees’ Retirement 
System (MERS), an agent multiple-employer defined benefit pension plan that covers all 
employees of the City.  The system provides retirement, disability and death benefits to plan 
members and their beneficiaries.  MERS issues a publicly available financial report that 
includes financial statements and required supplementary information for the system. The 
report may be obtained by writing to: 

 
Municipal Employee Retirement Systems of Michigan 

447 North Canal Street 
Lansing, Michigan 48917 

(517) 622-4401 
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NOTE 11.  EMPLOYEES’ RETIREMENT PLAN (Continued) 
 
Funding Policy--The funding policy provides for periodic employer contributions at 
actuarially determined rates that, expressed as percentages of annual covered payroll, are 
designed to accumulate sufficient assets to pay benefits when due.  The normal cost and 
amortization payment, for the year ended December 31, 2003, were determined using an 
attained age actuarial funding method.  Unfunded actuarial accrued liabilities, if any, were 
amortized as a level percent of payroll over a period of 30 years. 

 
Annual Pension Costs–For the year ended June 30, 2004, the City’s annual pension 
contribution was equal to $95,277.  The annual required contribution was determined as part 
of an actuarial valuation at December 31, 2003, using the entry age normal cost method.  
Significant actuarial assumptions used include: 1) an 8% investment rate of return; 2) 
projected salary increases of 4.5% per year plus a percentage based on an age-related scale 
to reflect merit, longevity and promotional salary increase ranging from 0.0% to 4.16%; and 
3) various mortality rates, retirement rates and withdrawal rates for members based on 
experience studies. 

  
 Three year trend information as of December 31, 2003 follows: 
 

  
2003  2002  2001 

Annual Pension Cost 
Percentage of APC Contributed 
Net Pension Obligation 
Actuarial Accrued Liability 
Actuarial Value of Assets 
Unfunded (Overfunded) AAL 
Funded Percentage 
Covered Payroll 
UAAL as a Percentage of Covered Payroll 

 $       95,277 
100% 

0 
4,362,322 
3,567,712 

794,610 
82% 

974,497 
82%  

$       79,224 
100% 

0 
4,009,399 
3,271,398 

738,001 
82% 

1,003,607 
74%  

$       83,237 
100% 

0 
3,536,236 
3,103,039 

433,197 
88% 

958,087 
45% 

 
 
NOTE 12.  CONTINGENT LIABILITIES 
 

The City is a defendant in various legal actions in which plaintiffs seek damages of 
indeterminable amounts, which may exceed insurance coverage where applicable.  
Litigation is subject to many uncertainties, and the outcome of individual matters cannot be 
predicted.  Accordingly, a reasonable range of liability to the City pertaining to these matters 
cannot be determined.  Management has taken steps to protect the City and believes any 
liability resulting from cases in which it is involved will not materially affect its financial 
position. 
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NOTE 13.  LANDFILL POST-CLOSURE CARE 
 

The City owns and operated the Hatton Township Landfill, which was closed in the early 
1980’s.  Following closure, the landfill was capped.  However, there have been claims of 
contamination from the landfill infiltrating local aquifers and contaminating local private 
wells. 
 
The City hired a technical consultant to develop an assessment plan to determine the levels 
of alleged migratory contamination.  The Michigan Department of Environmental Quality 
(DEQ) assumed the role of performing this assessment in 2000.  The DEQ anticipates 
completion of its assessment plan in early 2005. 
 
Actual costs of post-closure assessment and potential costs for post-closure cleanup are 
currently indeterminable. 

 
NOTE 14.  IMPLEMENTATION OF NEW ACCOUNTING STANDARD 
 

As of and for the year ended June 30, 2004, the City implemented GASB Statement Number 
34 - Basic Financial Statements - and Management’s Discussion and Analysis - for State 
and Local Governments.  The more significant changes required by the standard include a 
Management Discussion and Analysis; government-wide financial statements, prepared 
using the economic resources measurement focus and the accrual basis of accounting; fund 
financial statements, consisting of a series of statements that focus on a governments’ major 
funds; and schedules to reconcile the fund financial statements to the government-wide 
financial statements.  

 
Management has elected to utilize the transition option in the implementation of GASB No. 
34 and plans to capitalize the value of its network of streets as an infrastructure asset in its 
June 30, 2006 financial statements. 
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